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Most old-line multinational companies have devel
oped well-rounded reporting structures for their for
eign subsidiaries. But many newcomers often over
look the importance of reporting on social and politi
cal trends in the areas of foreign operation —

REVITALIZED INTERNAL REPORTING
FOR FOREIGN OPERATIONS
by James H. Fischer
University of Wisconsin, Whitewater

to satisfy the interna
tional needs of American cor
porate growth,1 U.S. businessmen
must revitalize their internal re
porting techniques. Complex en
vironmental factors overseas, such
as cultural differences, communica
tion difficulties, new risks, different
foreign business practices, and
added local government involve
ment in the economy, through es
tablishment of various restrictive
measures and operation of govern
ment-owned businesses, preclude
the effectiveness of the controls
n order

I

1The book value of U.S. direct foreign
investment has increased from $7 billion
prior to World War II to over $70
billion today according to the U.S. De
partment of Commerce.
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employed in domestic operations.
A study was conducted by the
author to reevaluate information
control techniques2 and to suggest
changes that would best aid the
decision makers of firms with in
ternational operations. To this end,
the author interviewed 25 financial
executives of 17 multinational firms
plus approximately 60 public ac
countants with international busi
ness experience. This article is
based on his findings.
Many companies that have had
2Defined by the author as the procedures
adopted to efficiently gather, transmit,
and interpret information in order to
develop a plan, such as a budget, to
measure the compliance with the plan,
and to use the findings to support con
trol decisions.

long and extensive experience
abroad do, of course, have excel
lent information on all pertinent
facts and trends about the countries
where they are operating. But
many of the newcomers on the in
ternational scene have either over
looked some of the most significant
facts that should be reported or
have confined such reports to the
operating chief of the domestic
company. In reality such reports
should be prepared and distributed
to all management executives to
keep them acquainted with the
state of the foreign operation, its
situation in the foreign country, and
its prospects for the future.
Many firms have somehow
equated the receipt of voluminous
Management Adviser

and sometimes irrelevant paper
work with good control even
though home office executives some
times view these internal reports
as a frustrating mass of numbers.
At the same time, the foreign af
filiate’s local management often
complains that the volume of re
quired reporting hampers its ability
to cope with day-to-day operating
problems—its chief responsibility.
The problem here is to identify the
interim data that the home office
does, in fact, need for decision
making
An internal reporting format de
signed for foreign operations ought
to consist of monthly internal re
ports of a combination of key finan
cial and operating data and en
vironmental facts complete with
local management’s interpretive
comments on various aspects of the
environment. Detailed financial and
operating data should be eliminated
except as needed on a quarterly
and annual basis to comply with
such corporate and legal require
ments as detailed consolidated
statements and annual reports to the
U.S. Securities and Exchange Com
mission. The use of the proposed
reporting format, however, ought
not, of course, to preclude the use
of “Hash reports” where deemed
necessary to transmit by telex,
cable, or messenger service critical
information about the affiliate, such
as the month’s actual sales, or criti
cal environmental information, such
as an imminent expropriation.
Key operating data

Exhibit 1, on this page, while not
all-inclusive, contains common ex
amples of key financial and operat
ing data that could be used for
tailoring a monthly format appro
priate for any specified firm. Cer
tain key items, such as sales and
profit data, would be essential to
all companies, but some of the sug
gested information might be of in
terest only to a particular industry,
a firm within the industry, or even
a particular foreign affiliate of that
firm. For example, a cash-rich com
pany might be more concerned
May-June, 1972

EXHIBIT I
Key Financial and Operating Data for Internal Reporting
Sales in dollars and units of product
Gross profit
Total selling expenses
Interest expense
Fees and royalties paid
Profit before income taxes
Profit after income taxes
Backlog of orders
Incoming orders for the period
(Since incoming orders are either delivered or in backlog, this figure is an indication of
the month's performance against what was forecasted or expected.)
Progress on capital expenditure projects
Total inventories
Cash balance
A cash forecast
A measure of affiliate's "exposure"

about worldwide investment op
portunities, while a cash-poor com
pany might be more concerned
with cash forecasts and sources of
funds. Undoubtedly, some multina
tional firms would need to add
other numerical data requirements
because of the particular nature of
their affiliate operations or the gen
eral nature of their business.
The gross measurements in
cluded in Exhibit 13 are self-ex
planatory except, perhaps, for the
final item—the numerical measure
called “exposure.” A company’s
“exposure” is generally considered
to be the potential net gain or loss
in currency revaluations on local
currency assets and liabilities (such
as cash) and local currency short
term receivables and payables.
The inclusion in the proposed
internal reporting format of a cal
culation of the “exposure” is par
ticularly useful when the affiliate
is located in a country with un
stable currency. This calculation,
which could be a summary of the
principal affected assets and liabili
ties in a local currency revaluation,
indicates the amount of the present
risk on a continuing basis to both
the local affiliate and home office
management. Because both present
and expected future risks must be
considered in planning protective
measures in order to minimize
3For the most effective control, gross
measurements should be translated from
foreign currency into U.S. dollars by
the affiliate.

losses when currency values are
changed, a budget can complement
the information contained in the
internal reports since it provides
the means for projecting the ex
pected net asset position of the
foreign affiliate.
When the home office has com
plete confidence in its foreign per
sonnel and a comprehensive budget
based on the best that the affiliate
can and should do, all actual ac
count balances can be compared
with budgeted amounts, and only
significant deviations—those key
items falling outside specified
limits—would be reported to the
home office. This procedure, this
“exception reporting,” enables the
home office to review the informa
tion more quickly.

Environmental information

Conducting business in a foreign
environment adds significant com
plexities; we call these external
factors “environmental variables.”
How multinational firms react to
these variables, or factors, often
determines the financial success or
failure of a foreign affiliate. For
this reason, a new dimension—en
vironmental information—should be
added to the key financial and
operating data discussed in the
previous section.
The process of keeping the home
office informed of the business cli
mate in which the foreign affiliate
is operating is a difficult task be45

EXHIBIT 2
Types of Environmental Information for Internal Reporting
Symptoms of currency devaluation

Inflation
Unfavorable balance of payments
Decline of gold and hard currency reserves
Rising interest rates
Increased cost of "hedging"
Foreign exchange controls
Speculation in currency
Government and politics
Political implications
Proposed laws
Changes in fiscal and monetary policies
Changes in various government regulations
Expropriation warnings

warnings in: (1) an expansion in
the supply of money through bank
credit at a rate greater than the
growth in economic activity (GNP);
(2) recurring budgetary deficits re
sulting primarily from increased
spending by the national govern
ment; and (3) wage hikes far in
excess of increases in labor pro
ductivity.
Any significant change can not
only distort operating results but it
can also weaken local currencies
and lead to devaluation and to ex
change losses.
Balance of payments

Social and economic factors

Government-sponsored "development objectives"
Competitive intelligence
Labor
Various economic factors

cause, unlike the domestic environ
ment, the foreign scene is often in
a constant state of change. The task
is particularly difficult when foreign
operations are spread throughout
the world. For this reason, multina
tional firms should develop an
environmental intelligence and re
quire a periodic review of both
adverse and favorable trends as
well as current developments in
the social, economic, and political
sphere of all geographic regions
where the company has operations.
This section suggests types of
environmental information that
multinational firms ought to con
sider in their designs of internal re
porting. Exhibit 2, above, summa
rizes desirable environmental data.
A major risk of operating in a
foreign environment in the past has
been fluctuations in the relative
values of its currency. This is cur
rently not much of a problem with
large, well organized countries with
strong economies; The reverse has
been true: these countries have
had cause to fear the stability of
the American dollar. But with
small, weak, or underdeveloped
countries, currency fluctuations are
a very real problem to the Amer
ican company doing business there.
The reasons that lead to a gov
46

ernment’s decision to revalue its
currency (and to impose foreign
exchange controls) are many and
complicated. A complete analysis
of the problem is beyond the scope
of this study; however, experts ap
pear to agree that a disproportion
ately high rate of inflation in the
host country and an unfavorable
balance of payments appear to be
the principal underlying causes.
Both of these factors were impor
tant in the recent devaluation of
the American dollar.
This governmental action, how
ever, does not occur without warn
ing. Both the risk and the conse
quent exchange losses can be mini
mized by executives whose respon
sibility it is to ferret out adequate
and timely information in time to
take protective measures. An in
ternal reporting format that in
cludes information on the symptoms
of devaluation and numerical in
formation on the amount of “ex
posure” would communicate the
necessary information to local af
filiate and home office manage
ment.
Top management must be made
aware of inflationary conditions
(general increase in prices) in all
countries where the firm does busi
ness. Executives should see fore

The most important influence on
the balance of payments—the inflow
and outflow of foreign exchange—
is the balance of trade or simply
the net result of import and export
activities. Exports and imports
ought to be analyzed in internal
reporting to determine the extent
to which trade contributes to or
uses foreign exchange. For example,
a decline in exports and an increase
in imports could be causes for con
cern.
Factors other than inflationtechnology, for example—have an
influence on a country’s ability to
compete on the world market. A
lack of technological advances was,
in some industries, said to have
hurt Great Britain’s ability to com
pete in foreign markets. In addi
tion, nations that are dependent on
one commodity, such as coffee in
some Latin American countries,
must rely to excess on the world
supply and demand of that pro
duct. A reduction of either supply
or demand has a major impact on
the amount of foreign exchange
that a country can earn.
Although the balance of pay
ments is influenced primarily by
trading—that is, imports and ex
ports—the flow of private capital
and government funds are some
times a significant portion of the
balance of payments activity. Items
to watch are: (1) excessive exports
of domestic capital; (2) withdrawal
of foreign invested capital; (3) gov
ernmental spending abroad, such
Management Adviser

as for foreign aid and wars that
cause outflow of funds; and (4)
repayment of foreign government
debts. In many developing coun
tries the debt repayment, and in
terest thereon, is a significant por
tion of foreign exchange earned
from exports.
Other devaluation symptoms

Another symptom of currency de
valuation that top management
should be made aware of is a sig
nificant rate of decline in a coun
try’s monetary reserves. The ade
quacy of these reserves is in part
also determined by the ability of
the country to borrow currencies
from outside sources. One method
of measuring the adequacy of these
reserves is to determine the number
of months the current rate of im
ports would be covered by the ex
isting reserves.
Rising interest rates and in
creased costs of “hedging” also
point to possible future currency
devaluation. Since borrowing in the
local currency is a principal pro
tective measure against foreign ex
change losses, rising interest rates
sometimes signal defensive borrow
ings for purposes such as remit
tance of funds abroad or purchase
of tangible assets. Also, because
hedging of currencies is another
common protective measure, the
“rising costs of dollars for future
delivery indicate that sellers of dol
lars have less confidence in the
local currency and are commanding
higher premiums for parting with
their dollars,” Price Waterhouse &
Co. has noted.4
Temporary local government
measures, such as foreign exchange
controls that restrict the availability
of foreign exchange, ought to alert
businessmen to local currency diffi
culties.
Finally, speculation in the cur
rencies expected to be devaluated
often bring on the ultimate govern
4Price Waterhouse & Co., Current
Foreign Exchange Information (At
December 31, 1968), January 8, 1969,
p. 50.
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ment decision to devaluate its cur
rency. For example, immediately
prior to the devaluation of the
French franc, the British pound,
and, most recently, the U.S. dollar,
speculators sold large amounts.
Foreign exchange and gold re
serves correspondingly dropped
sharply.
When protective measures are
called for, they ought to be coordi
nated from some central location,
preferably the U.S. home office.
Receipt of appropriate environ
mental information from the affili
ates through internal reports that
have been confirmed by outside
sources, such as bankers or public
accountants, would supply the nec
essary information. An example of
what can occur when protective
measures are not coordinated is
illustrated by the experience of a
Chicago-based firm during the
British devaluation in November,
1967. Within this multinational firm
three different individuals inde
pendently took hedge positions in
pounds—the chief financial execu
tive in the British affiliate, the con
troller of the international division,
and the corporate financial vicepresident of the corporation. In this
instance the firm reaped a profit
on the devaluation, but, given other
circumstances, the duplication of
effort might have resulted in a loss.

Top management must be
made aware of inflationary

conditions in all countries
where the firm does business.

Executives should see
forewarnings in:

• An expansion in the supply
of money through bank

credit at a rate greater than

the growth in economic

activity,
• Recurring budgetary

deficits resulting primarily

from increased spending by
the national government; and

Government and politics

The stability of the American
Government has made it unneces
sary for American businessmen to
worry unduly about Government
interference, but, when they estab-

• Wage hikes far in excess
of increases in labor

productivity.

JAMES H. FISCHER, CPA,
is assistant professor of
accounting at the Uni
versity of Wisconsin's
College
of
Business,
Whitewater.
Previously
he was a senior account
ant in the Milwaukee
office of Haskins & Sells.
Dr. Fischer is a member
of the international accounting committee of
the American Accounting Association and the
education committee of the Wisconsin So
ciety of CPAs. He received his B.B.A., M.B.A.,
and Ph.D. from the University of Wisconsin,
Madison.

47

. . . it is extremely important that home office policies on private investment decisions . . .

lish foreign affiliates, they become
acutely aware of governmental
control. In the alien environment,
they generally find extensive gov
ernment involvement in various fac
ets of the economy, uncertain po
litical risks, and the startling fact
that ultimate power to control the
foreign affiliate rests with the host
government. Therefore, the internal
reporting format ought to contain
information about the actions of
government and the politics that
motivate it.
Noting political implications

Included in internal reporting
ought to be information on the
political implications of recent local
and national elections, on the make
up of the government itself, on pos
sible changes in the government
such as philosophical swings to the
right or left, on shifts in attitudes
toward the United States govern
ment, and on changes in political
stability. In Australia, for example,
the Liberal Country Party Coalition
is consistently returned to office in
nonviolent elections. However, in
Latin America drastic changes in
governments have been frequent.
Military and civilian regimes in
Latin America, for example, have
been frequently overthrown, often
with violence, and the new govern
ment often displays a hostile atti
tude toward foreign business in
terests.
Proposed laws that would affect
the business climate should also be
reported so that the firm can plan
for their expected impact. In addi
tion, firms should be interested in
proposed changes in the basic legal
system, in antitrust laws, and in
laws affecting a company’s organi
zational structure, ownership poli
cies, and personnel staffing. For ex
ample, the firm should note changes
in the degree of freedom of for
eigners to enter various industries,
48

what kind of local equity partici
pation in foreign business interests
is being encouraged or stipulated,
and any proposed change in immi
gration laws that could affect the
ability of the firm to transfer
American technical and manage
ment personnel to the affiliate. The
status of relations with local busi
ness is also important because dis
satisfactions could pressure the host
government to place legal checks
on the expansion of U.S. and other
foreign firms within its boundaries.
The fiscal and monetary policies
of the host government are also
crucial to the multinational firm be
cause these policies can offer a clue
to a possible currency revaluation
and a fluctuation in the tax rate.
Multinational firms are accustomed
to anticipating tax changes at home
and need to be equally aware of
them abroad. A company with busi
ness transactions in many parts of
the world has much flexibility to
act, but without adequate, perti
nent internal reporting, the com
pany is unable to anticipate tax
changes in time to act judiciously.
The proposed internal reporting
format also contains timely infor
mation regarding the economic re
strictions, regulations, and controls
of the host government. These
change sporadically in developing
countries and can have a significant
impact on business operations. Ex
change controls, import quotas, tar
iff structure, patent policies, credit
regulations, and embargoes on cer
tain exports all figure prominently.
For example, government discrimi
natory actions could interrupt the
supply of imported essential raw
materials, machinery, and parts and
seriously curtail production. In de
veloping countries, the government
often sets some retail prices. A
multinational firm must be able to
watch closely the prospects for
price controls in its industry or, if
they exist, it must follow closely

and react rapidly to anticipated
changes upward or downward in
the selling price.
In addition, the home office needs
information concerning new or pro
posed restrictions on the remittance
of profits, interest, and royalties and
the repatriation of loans and capi
tal. This knowledge is needed at the
home office in order to plan and
manage the flow of funds among
company operations in various
countries, and it is needed if the
firm must take steps to reduce its
exposure risk when local currency
devaluation is a probability.
The home office should continu
ously appraise the risk of expropri
ation, particularly in developing
countries. Environmental reporting
that includes comments on the po
litical and governmental scene
could disclose the variety of events
that warn of potential expropria
tion. Local affiliate management’s
reporting of recurring threats, an
tagonistic feelings toward Ameri
cans, campaign promises, and po
litical philosophical swings could
provide the necessary warning. Al
though warning signals cannot pre
vent expropriation, they can help
the multinational firm to minimize
its losses by ending all new invest
ment in the enterprise, cutting back
production, decreasing inventories,
or accelerating remittances to the
United States. These measures,
however, can be employed only
when environmental reporting has
been accurate and timely.
Social and economic factors

Multinational firms that have
proven their success in foreign en
vironments have exhibited appro
priate concern for the social and
economic needs of the host country.
As Messrs. Vivian and MichelsenTerry put it:
Nowhere is the need for social
Management Adviser

. . . be consistent with the development goals of the

sensitivity more urgent and the
difficulty of meeting it greater,
than in the management of a
multinational enterprise. . . . The
big, foreign corporation has long
been a convenient scapegoat for
those who would capitalize on
the restlessness and the rising
but unmet expectations of much
of the world’s population.5

Sometimes the needs of local
populations are articulated in peri
odic government-sponsored devel
opment objectives or plans which
include conservation of natural re
sources, development of a balanced
and diversified economy, support
and respect for local culture, pat
terns of living and popular aspira
tions, training of nationals for man
agerial positions, the promotion of
local industry through local pro
curement, and investment in opera
tions that will either save foreign
exchange by reducing imports or
earn additional foreign exchange
through increased exports.
Since compliance with such gov
ernment objectives must officially
originate in the home office, it is
imperative that some means be pro
vided for the conscious develop
ment of intercultural sensitivity.
The new dimension of internal re
porting could provide this flow of
intelligence.
Because economic resources are
often scarce, particularly in devel
oping countries, and because of ex
tensive local government involve
ment in the economy, it is extremely
important that home office policies
on private investment decisions be
consistent with the development
objectives of the economy as a
whole. Furthermore, a U.S. firm
5 Vivian, John, and Carlos MichelsenTerry, “International Renumeration,”
World, Spring, 1969, p. 51. This is a
publication of Peat, Marwick, Mitchell
& Co., 345 Park Ave., New York, N.Y.
10022.
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that can demonstrate that its busi
ness operations fill a crucial gap in
the local economy is more likely to
enjoy freedom from government
interference. To this end, U.S. mul
tinational firms ought to seek upto-date information on the Agency
for International Development proj
ects in the host countries so, that
they can, where possible, coordi
nate their efforts with U.S. Govern
ment aid for the benefit of the
local economy. Local affiliate man
agement can provide grassroots in
sight into the expectations and suc
cess of these programs.
Most corporations seek to expand
their operations whether at home
or abroad and, therefore, need in
formation on both fronts regarding
the available opportunities. In the
case of foreign operations, these
opportunities might come in the
form of providing the tools for local
development projects. For example,
if the government is planning an
extensive irrigation project, the for
eign affiliate might expand its prod
ucts to include the equipment need
ed, such as pumps or pipe. Al
though the development plans of
local government provide business
opportunities, they also should
warn U.S. companies that they need
to tailor the products of their for
eign affiliates to the expected physi
cal requirements of the local gov
ernment plans. Where governments
seek to conserve scarce foreign ex
change, an unresponsive company
might be left to suffer from the
results of government-imposed high
import tariffs or exchange controls.
Opportunities might also come
from observing the activities of
competitors. Local foreign affiliate
management is in a critical position
to report on new proposed major
investments, significant manage
ment changes, new technology, and
changes in market shares. If such
information is not available in time,
a company’s chance for successful

economy as a whole

expansion or adjustment could be
ruined by the need to make uncal
culated decisions. In either case,
environmental information needs to
include whatever changes are being
made both in private industry and
in government.
Timely information on labor con
ditions often affects the decision
making of top management and
should, therefore, be included in
internal reporting. Labor politics—
for example, influence of commu
nist ideology—labor relations, threat
of strikes, proposed labor legisla
tion affecting hiring and firing free
dom and wage costs, and trained
labor supply and the factors af
fecting it might be appropriate for
comment.
Various economic factors and in
dicators are also essential items of
information. Unemployment, sta
bility of costs and prices, recent and
projected changes in the rate
of economic growth, population
growth and trends, raw material
discoveries or technological devel
opments such as in food produc
tion, land use, and mining and oil
discoveries, actual and expected
changes in consumer, government,
and industrial demand for goods
and services (particularly the affili
ate’s products), capital availability,
and emergence of common markets
are all items worthy of comment
from time to time.
In order to develop a workable
format, any firm must first identify
the items that would serve its needs.
For example, a drug firm would
choose those concerning govern
mental involvement in the economy,
particularly policies on retail price
controls. A consumer-products com
pany, on the other hand, would be
more interested in projections of
the standard of living, age distribu
tion of population, and consumer
disposable income. A capital-goods
company would concentrate on
governmental development plans
49

Because this concept of

internal reporting would give

the affiliate manager the

for promoting industrial expansion.
All types of firms would need to
accelerate their reports of political
intelligence in a country that ex
hibits increasing communistic ten
dencies.
This article does not attempt to
identify the environmental factors
that ought to be in the reporting
format of any specific kind of com
pany; rather, it offers illustrations of
significant factors from which a
multinational firm could choose in
designing a format tailored to its
needs. A final consideration would
be the extent of detail to be in
cluded in the reported environ
mental information; this would be
the result of subjective judgment
on the part of home office manage
ment and would be influenced by
extent of experience, education, and
amount of exposure to independent
sources of information such as ex
ternal auditors.

added responsibility of

supplying environmental

An evaluation

information to the home

Detailed financial and operating
data are themselves inadequate for
effective decision making. They
must be accompanied by environ
mental facts if they are to measure
the success or failure of an affiliate.
Profit per se is often not the com
plete measure of success because,
to lighten the total tax burden,,
profits might be distorted through
artificial intercorporate pricing ar
rangements, management fees, in
terest payments, and royalty rates.6
In addition, conventional account
ing profit measurement does not in
clude an indication of the change
in the affiliates future business
prospects in a changing, complex,
and unfamiliar foreign environ
ment. The subjective measures sup
plied by environmental factors often
give a better indication of expected
future profits than can the bare
numerical data.
The proposed concept of in-

office, it would force him to
look at his operations from a

broader point of view.
Hopefully, it would keep him
from becoming entrenched in
a mass of numerical data . ..

6While profits might be similarly shifted
within U.S. domestic operations by the
same devices, there is substantially less
motivation to do so when operations are
within the tax boundaries of one nation
—the United States.
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ternal reporting for foreign opera
tions—the use of key financial and
operating data plus environmental
data—would keep the home office
informed regarding compliance
with established policies and plans
and indicate a need for corrective
action. These revitalized internal
reports would also provide a high
lighted overview of operations use
ful in analyzing results of current
operations and in making future
plans and policy decisions.
Added local responsibility

Because this concept of internal
reporting would give the affiliate
manager the added responsibility
of supplying environmental infor
mation to the home office, it would
force him to look at his operations
from a broader point of view.
Hopefully, it would keep him from
becoming entrenched in a mass of
numerical data and, instead, put
him on the alert concerning the
place his operation occupies in the
community, the importance of con
tacts with local government, and
an increased vigilance over local
news developments. The new role
would cast him in a part similar
to that of the president of a domes
tic corporation.
Use of the proposed internal re
porting package would eliminate ir
relevant numerical data, replace
haphazard collection with a sys
tematic, coordinated procedure, and
save valuable time for both the af
filiate and the home office. Time
and effort saved by eliminating
masses of financial and operating
details could be used to add vital
environmental information that is
crucial to the success and develop
ment of the affiliate. Because en
vironmental information can be
gathered on a current basis and
because of the compilation of sub
stantially fewer numerical data, the
home office ought to receive more
timely internal reports. Finally, this
reporting package would be appli
cable to any size company and
would offer flexibility in the con
stantly changing foreign environ
ment.
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